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Dear Sir or Madam:

We have considered your applioatiooftoﬁvreogqnitionjof exemption from
Federal income tax under the provisions of section 501(c) (3) of the
Internal Revenue Code of 1986 and its applioab \ ncoma Tax Regulations.

The Articles of Incorporation atate: that the: corporation was
incorporated for the charitable, religions,“aducational, ‘and sclentific
purposes, including for such purposes,(;he maklnq 0. diatx;butlons to
organizations that gqualify as exempt” organizatiogs undﬁ: section 501 (c) (3)
of the Internal Revenue Code. The: Articlas 9: gnoorporationkturther state
the specific purpose is “to provide (a) Low-cgs 'gocoss 140
telecommunication programs and (b) laaderahip“in quiding tochnoloqy policy

and standards for public and private non-protit}colleqos, universities,
ntities ot all types

schools, organizations, and agencies:and public
throughout the United States and Elsewhoro“

C "n x,A :‘f'( " !
The Articles of Incorporation, Articlo III,gindicato that the corporatian
is organized on a membership basis. .'It’ turther stats that the corporation
will receive dues from its membe:s and receivo ompensation for providing
sarvices, . N

The Bylaws, Article III, indicates that the corporation shall be govern and
controlled by a board of directors. - Each: board member shall be oomprised
of one appointed representative trom each toundinq mnmbo:.




Participating Members of the corporation may in de ny public or private
non-profit college, university, school,. org ‘ation. -agency. and public
entity that is located within the - reqions of tho tive Founding members.
will automatically ba: included as’ Participating Members.
You have proposed to change your By-laws to ‘include ‘only WP members that
are exempt from Federal income tax under; Seqtion 501(c)(3) of”tho Internal
Ravenue Code. Participating Members: will be’: represented by a Founding
Member. All Participating Members willee ‘non-voting." The; bylaws further
state that Participating Members of tha:ic rpoxation 'will. olso ‘be " non-voting
members (unless from WNEMNGER) of IR an can participate in' o
programs as well as the corporation.pr rams 'y cipaﬂ ng members pay
yearly membership due of $ o '

witn P 1ication Form 1023 states
ke available superior

The information on Schedule #1 submitt
that the goal of the corporation is to hel
quality, affordable telecommunicationsfservi,.:;
non-profit entities such as collegos hool

R

The primary activity of the corporati

distance voice telecommunications,” callinq ¥ rv;cesb,video delivery,
wireless communications, network and ‘Inter elivery ‘services and
computer hardware and services. Vendors;with“tho bost proposal enter in
agreements with the Corporation to offez;high

affordable costs to the corporation'a membo

To provide these services for members;gf“‘r _
agreement with m -( —_— . -a; for profit entity. i
serves as a Program Administrator and naqotiate ‘contracts for members with
vendors per an agreement with the corporation. he -agreement ‘allows @i to
manage the corporation’s telecommunications services program, exclusively.
@ is responsible to manage the lll'processes by identifying, negotiating
and endorsing commercial providars.. . This: includes. entering into
cooperative purchasing agreements’ relative‘tq;tho corporation Agreement
with its Participating Members. :

An administrative service fee will be inclided in-the price of all services
purchased by the corporation’s Participating Members.1 The administrative
services fee will be paid directly to- the . Erogram Administrator by. VendOLS
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FIN: onE :
You indicated in your letter ot "~that thia Agreement was
not the result of a competitive bidding" process @B was chosen because of
its relationship to a Founding Member.: - After: considerable research, it was
determined that no other entity providing a’simjilar: service for non-profit

organizations on a national basis. :In. addition, ‘these’sarvices ‘are
provided for a nominal fee ($Il!00 per year)'t ”the‘Participatinq Members.

>°

4 ‘\r

Your secondary activity is to initia e romotional;and merketinq activities
to and with members. The purpose of promotional’ activities was'to inform
eligible entities about cost-savings opportunities.su
activities are to improve the telecommunicati
and capabilities ot its memberships.\-.

following:

¢ Payment from the Program Administrator4 n: achiti&cal year an amount
equal to ‘l'% of the prog.am volume to. the extent that it exceeds

S' in any fiscal ycar. This payme t hall not be less than
i : . , ,

$ in any "fiscal year.

¢ Memberships dues

* Gifts from the founding members otithe'corpbrﬁtion}"

Our letter dated Gy, e asked how ou co poration Qualitied for
exemption under section 501(c) (3) since your activities wera providing
services to unrelated organizations. _gu .

Your response of GuuANTENEiSc—Y indicated you'did qualify for exemption
under sections 501 (c) (3) for the’ following reasons.:a:

1) The corporation activities did not consia  80lely- of hegotiating vendor
discounts for telecommunication servicesfwut per#aimilarly situated
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S -
dealing with common telecommunication problems, evaluating new products

and services, training suppért staff and procurihq low-cost state-of-
the-art voice, date and video telecommu'ications services :

e f.

‘”fnot available

sdetail, why the
activities dc not consist solely of- negotiaring vendor discounts for
telecommunication 'services. The corporation'a activities ‘allow
institutions to discuss and solve common ‘prohlems::: The’ corporation also
directly enchants leaning experiences; ‘oz studen by“usinq technoloqy to
remove barriers that may be present,. x?urthe:mora, the: aervices provided
are broad as Participating members receive assistance in: dealinq with
common telecommunication problems,. evaluating new, products ‘and services,
training support staff and otherwise procuringllow-cost ‘state-of the art
voice, data and video telecommunications“services. ‘These services are a
coordinated effort to assist colleges,” uhive sities and schools to better

the learning environment for all. involved

In our letter of “ we aske
of time and resources devoted to each:of: you; ctivities since:you.
contacted to W, to administer all; ‘of. ye
directly furthers an exclusively charitabl”“purposo,within ‘section

( . to?non-SOl(c)(s)

. eceived by -is
ey at benefit to them.

telecommunications services as a cooperarive was in error. . You indicated
the corporation is establishing,’ implementinq and evaluatinq an efficient
means for educational organ*zations toi educate ‘their. students. beyond the

traditional classroom setting. ' That all activitiqs described in your

contract with @R are charitable, rather than 'a. You

b)

provide the total percentage

~”ervices and how this service.




-
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Z2of members; .
d) Implement effective procedures for identifying““compiling, and acting
upon telecommunications needs offthe non-profit sector; and

e) Provide leadership-in guiding technoioqy‘poiicy an d.stendarde by
investigating and presenting- the educatio‘,hndustry 8-requirements
and by collaborating with othe ‘nationaliand r gional organizations.

You agreed to limit your members to»organiz tio axempt.underﬁseetion
501(c) (3) only. 3 R

You stated that safeguards are builtiinto th .;process to make sure that
the private henefit requirements of Code sec ‘on 501(c)(3) are satisfied.
The evaluation committees made up of reprase ative from: the ‘Founding
Members forward their recommendation and'they choose " whether to approve
those recommendations.

You claimed that you did make inquiries,'i ther service providers other
than Il' which furnished bidding sexvices niy_ ot’ the ‘full range of )
services provided by Wk and your concluded" he''fees received by 8 are
comparable.

In your letter of ndicate
improving education by integrating. technology
educational programs to tax exempt institu ion
related to furthering education. Youwconcwuge
resembles Council for Bibliographic an Y
Commissioner, 63 TCM 3186 (1992) and is opexatin for an exempt purpose.

Section 501 (a) of the Code recognized certai rganization as exempt from
Federal Income Tax. L

Section 501(c) (3) of the Code provides‘fo the, exemption from Federal
Income Tax of organizations organized and" operated exclusively for
charitable, religious, educational.an scie purposes.

Section 502(a) of the Code provrdesath‘ ar o”ganization operated for the
primary purpose of carrying on‘a ‘trade or:bu iness ‘for profit shall not be
exempt from taxation under section, 501'0nmthe”qround ‘that-all of its
profits are payable to one or more‘organ i exemptwfrom taxation under
section 501. '»7 Hiek ] :

'Section 513(a) of the Code defines he 'term
to mean any trade or business theconduct’o1
related (aside from the need.for incom
the organization's exempt. purpose.o
for its exemption under section 9017
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Section 513(c) of the Code provides'thétﬂthe@;e;m?ﬁtrAde or business™,
includes any activity which is carried'odﬂto:ﬁphe[produc;ion‘o! income from
the sale of goods or the performance oﬂgparyicas:*'Anwactivlty does not
lose identity as a trade or business merely because it is carried on within
a larger aggregate of similar activities¢;p;’witpin]&fl&:qe: complex of
other endeavors whicn may, or may_not,*befrelaced-to the'orqanization's
exempt purposes. o o R

Section 1.501 (c) (3)=1(a) (1) of the.;ncome'xaxgaegulaticns provides that an
organization must be organized and'operatedkexgluaively'tor7qho‘or more of
the purposes specified in section 501(9L(3ﬁ§0£]thq}Codo in order to be
exempt as an organization described in suchiagc;lon.’wrf an organization
does not meet either the organizational'o;"pnéjbperationalftest, it is not
exempt . : C L e ,

t

section 1.501(c} (3)-1(b) (1) (i) (a) of ‘the Regulations states that in order
for an organization to be considered orqan;zed,exclusively for exempt
purposes it must limit its purposes‘tqpone”orqmorateggmpt purposes.

"\ R RN A B L ‘ A L
Section 1.501(c) (3)-1(c) (1) of the regulations.pZ vides that an

organization will be regarded as opqrataqﬁgxgldé}ve;YQtor one or more
exempt purposes only if it engages p:imarilyj;d“gctivities which accomplish
one or more of such exempt purposasysﬁqcﬁtibdh ﬁi§e9t§9nf501(c)(3) of the
code. An organization will not be so regatded/if moxe than an
insubstantial part of its activities'is not in therance of an exempt

purpose.

‘provides that the term
wsharitable" is used in section 501(c)(3)?;nj;ts}qenerally accepted legal
sense. It includes relief of the poor andfqist;esseq,-tho advancement of
religion, the advancement of education hndfleéséhing'thd‘burdens of
government. R

section 1.501(c) (3)-1(d) (2) of che'régﬁiiglé

section 1.501(c) (3)-1(e) (1) of the regul&tidni}p:bvides that in general an
organization may meet the requirements otjsacgion 501(c)(3) although it
operates a trade or business as a.substantial part of its activities, if
the operation of such trade or pusiness:-is. in:furtherance of the
organization's exempt purposes;”~An.qu$ﬁ¥W§§i§gfwhich,iSjquanized and
operated for the primary purpose otQqar:yingﬁon{gnﬁunrala:eq trade or
business is not exempt under sectign}SQl(c){B.ﬁbven;thoughfit-h38"06¥t31n
religious purposes, its property’isfhelq”' m '”ﬁ@p@fics profits do not
inure to the benefit of individual members of the. rgapization. - . ‘

o

£y

dsternining the

AR

section 1.502-1(a) of the regulations: provi ha
primary purpose of an organizagionﬁ@gli”‘ﬁﬁ i rcum
considered, including the size and extent: %
size and extent of thoae-aqtiyiﬁigéﬁbf%. e
ragraph.ofis

specified in the applicable:pa



‘pags’?
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Section 1.502-1(b) of the tegurations-provldésffin part, that a subsidiary
organization is not exempt from tax-if it is operated for the primary
purpose of carrying on a trade or business which would be an unrelated
trade or business if regularly carried on by the,pa:ant_organization. For
example a subsidiary organization, which is operated for the sole purpose
of furnishing electric power used by its parent organization, a tax-exempt
educational organization, in carrying on its ‘exempt purposes would be
exempt. However, the subsidiary is not exempt ‘from tax if it is operated
primarily for the purpose of fu;nishing,qlebpric power'to.consumers other
trhan its parent organization. similarly, ,if the organization is owned by

several unrelated exempt organizatinnagﬁandﬂis”qperatedfto:'the“purpose of

furnishing a service to each of them; 1t i3 not exempt since such business

would be an unrelated trade or busin65341§£:9Qplarly:¢a$r;od‘on by any one
of the tax-exempt crganizations, oOrganizations ‘are related for the '
purposes of section 1.502-1(b) it they‘céngist%ctga;ﬁarant‘organization and
~ one or more subsidiary organizations}\é:ﬂ;ubs;§1ary organizations having a
_common parent organization. Further, exempt organizations are not related
merely because they engage in the same type of exempt activities.

ARk
R R

i .. .

In Better Business Bureau of washington, D.C.} Inc. V. United States, 326
U.s. 279 (1945), Ct. D. 1650, C.B. 1945,1375,the Supreme Court of the
United States held that the presence‘ot‘dghdnpgemptprrpOSQ, {f more than
insubstantial, would destroy tax exempt};;atpgﬁqggaﬁcha:iCable
organization. "This plainly means that'.the presence of a single non-
educational purpose, if substantial in nature, will destroy the exemption
regacdless of the number or importance of truly" ducational purposes.”

In United States v. Wells Fargo Bank, 485 U.8i7351, 108 8. Ct. 1179, 99
L.Ed. 2d 368 (1988), the Supreme Court ‘held that an organization must
prove unambiguously that it qualifLes‘fgg,a‘tgx exgmption.

Harding Hospital, Inc. V. United States, 505 F.2d.1068 (1974), holds that
an organization seeking a ruling as to racognition of its tax exempt status
has the burden of proving that it-satisfies‘thdﬁrequirements of the ‘
particular exemption statute. Whether an organization has satisfied the
operational test is a question of fact.:.'! T

In B.S.W. Group, Inc. V. Commissioner)370&3.9,¥352_&1918), the court held
that an organization providing consulting[servicga-;o non-profit
organizations at not less than the-organiza;ion?§;géac was not operated
exclusively for exempt purposes. The conqpl;lnq;gngices were directed at
pbasic and applied research for the_organi:a;iénjs%nQQrprotit»clients. - In
sustaining the Service's determinationithéﬁ?tné@qtggpization'was operated
‘ithe;court: found that -
sexvices to exempt and other
3 business which ordinarily is
Jha:or ion's only role

for a substantial non-exempt commercial purpose,
petitioner's sole activity,'selling‘ppnggltih
non-profit organizations,_was,theacongpcﬁ :
conducted by commercial ventures’ for profi

was that of a conduit linking individua ‘re3aaxcl
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organizations seeking a substitute to. full “time statting,,a roll not
inherently charitable, educational, or ec::ientific:.,7 .

In Chart, Inc. v, United States, 491 F.,Supp 10 (Dist D.C.1979), rev'd 652
"F.2d 195 (D.C. Cir. 1981), an organization: providinq shared electronic data
processing for tax exempt, non-profit member ‘hospitals was determined to be
exempt under section 501(c) (3). The: court reasoned that the services being
provided were an integral part of the hospitals' ‘activities and were highly
specialized services for which there wer ' ‘commercial counterparts.

In Council for Bibllographic and Information Technologies v. Commissioner,
1992 T. C. Memo 364 (1992), the Tax Courtgheld that ‘an:organization
performing various cataloguing activitie 5 member ‘libraries that were
not structurally related was exempt ‘unde ection 501(c)(3) of the Code.
The court determined that tha cataloguing: activities bore such a close and
intimate relationship to the function'of. the members' libraries, that they
were "essential" to their operations and tnue furthered ‘the educational
purposes of the libraries themselves;'»In'ehort;Tthey ware the essence of
running a library. :

In Nonprofits' Inc. Alliance v. United ‘States,i 38 Fed. Cl, 277 (1994) .the
court denied exemption under section 501(c)(3) of. the Code to an
organization which provided insurance! to’ 4t ers 'who were not
organizationally related. The court’ foun ‘suchﬂservices to be
administrative in nature and available’ commerqially. .Accordingly, the
activities were considered unrelated. trad,_o business and exemption was
precluded. The court addressed tha questiq' f-whether the plaintiff's

activities are indispensable and necessary?t its\nonprofit members as
follows:

The focus in these cases centers on’whether the
organization applying for exemption provides servicea
‘both that are integral to the daily functioning ‘of
the member organizations and that advance“ the reason
for which the member organizatione qualify. as’ exempt
organizations.

In Redlands Surgical Services, v.: Commissioner,
Court held that a nonprofit wholly.gwned: ‘supsidiary: of Redland Healthy
Systems (a 501 (c) (3) organization): operated~£or impermissible private
benefit when it ceded effective control er;partnership operations to
private parties who had no requirement g operate exclusively for purposes
described in section 501(c) (3).. . The’ organization' ~sole activity was
participating as co-general partner wit a‘for-p fitvcorporation in a

partnership that owned and operated, an ambul ge - An
affiliate of the for-profit partner wa the ,,Nm'u ;eurgical center.
It received a 6% management fee unde; ; ~.; The court
closely examined the structure of -th vawgwﬂMW "%”pong the parties and

stated:

#113.T.C. 47 (1999), the Tax
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Clearly there is somethin&fiﬂicémﬁﬁhﬁbetwéén:the~:tructure .
of the petitioner’s sole activity and the pature of . '

petitioner’s purpose in engaging.in ity ‘An organization’s

purposes may be inferred from’itg?panner”qfdbbarations:
its “activities provide a usefulrindicia of the~
organization’ purpose or purposes,® iLiving Faith, Inc. V.
Commissioner, 950 F/2d 3651(7“ﬁgi 1991) ££d,T,Cy 0

VMemo. 1090-84. The binding commitments!that petitioner has
entered into and that govern'its participationin'the:-
partnerships are indicative of ‘petitioner’s purposes, To
the extent that petitioner cedes control oyer/its:sole
activity to for-profit parties having: as independent . .
economic interest in the same activity’and having no.
obligation to put charitable purpose:! head:of profit-
making objectives, petitioner cannat.be assured that the
partnerships will in fact be operatedin:furtherance of
charitable purpose. In such’a.circumstance, we are led to
the conclusion that petitioner is’pot:operated exclusively
for charitable purposes.. nothing:intha General .
Partnership agreement, or.in any’ofitheibinding ., .
commitments relating to operation:efith yrgery Center,
establishes any obligation that charit a;gﬁp:ppo§93ybe”put
ahead of economicvobjectives»iﬁ?;hé'aurQefQECQnte;’s’\"
operations. The General Partnership agreement’ does not
expressly state any mutually ‘agreed-upon;charitable.
purposes or objective of the partn ship S

Rev. Rul. 69-528, 1969-2 C.B. 127, hold: ‘an organization that is
regqularly carrying on an investment“perVigg$§u;inq;s_1; not exempt under
coction 501(c)(3) of the Code. The organizationwas formed to provide
investment services on a fee basia;FXCLQ§é¥§lyﬁthbrganiiatidns exempt

under section 501(c) (3) but was notjcqntrollgdﬁby{sny,ofﬂthe[participants.

The ruling denies exemption based lnj;eq;ionﬂ§02{be¢ause”providinq< _
investment services for a fae is aitradaﬁerPpSinessvqrdinarily carried on
for profit which would constitute unrqlatedﬁFFadegor'business if carried on

by any of the tax-exempt organizati hg;e“behalt it’operatea.

Rev. Rul. 71-529, 1971-2 C.B. 234, .concludes thq;%aTEOnprofit organization
that provides assistance in the management ~participating colleges' and
universities' endowment or invgétmgdf“ unds’ for 'a charge substantially
beiow cost qualifies for exemptionun ‘saction 501(c) (3) ‘of the Code. In
this instance, most of the operating. kpé@sag$9;§;p§ﬁ6;gan;zatipn,1_
including the costs of the services.ofithe vestmentcounselors and the
custodian banks, are paid for by, grantsifr

. independent: charitable
organizations. The fees charged. represente .Less th n 15¢ of the total
cost of operations. SR AR SRR

rip ey SRt 5T
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Rev. Rul. 72-369, 1972-2 C.B. 245, holds that an organization formed to
provide managerial and consultiny services at cost te unrelatad exampt
organizations does not qualify for exemption-under section 501(c) (3) of the
Code since the provision of such services is a’'trade or business ordinarily
carried on for profit. The fact that the services in this case are

provided at ccst and solely for exempt organizations is not sufficient to
characterize the activity as charitable. Furnishing these services at cost
lacks the donative element necessary to establish this activity as E
charitable. ST Lo

B TR o .
Rev. Rul. 81-29, 1981-1 C.B. 329, holds that:an organization operating 2
computer network to enable its member libra:igg,:djgxchange bibliographic
information is exempt under section 501(c)(3) of the Code. The
organization did not provide other servicas, such as routine administrative
functions, to member libraries. Members include libraries or universitias
and other entities exempt under section 501(c{&3){;;nd.1ibrariesuof states
and federal agencies as well as libraries of business entities. The ruling
holds that the computer network makes useful bibliographic information
available to researchers and thus advances education without regard to
whether it limits its services to members. -Rev. Rul. 74-614 amplified.

R

- An organization seeking a ruling recognizin “its tax exempt status must
establish that it will satisfy the requirements of the particular exemption
statute. Whether an organizatlion has satiyfied the operational test is a
question of fact. See Harding Hospital “Ine. vl United States, supra. The
existence of more than a substantial nonexempt' purpose will preclude
exemption. See Better Business Bureau of Washington, D.C., Inc. v. United
States, supra. As emphasized by the. Supreme;Court in United States v.
Wells Fargo Bank, supra, qualification £ r. exemption'must be proven
unambiguously. , IS Ve T

The information you have submitted shows that your are similar to a
cooperative purchasing organization for your members. The services which
your are providing include negotiating with vendors for discounted
telecommunication services for your members,.:.These services are conducted
by a for profit company through an agreement;lﬁrhere'is nothing in the
agreement, nor have you submitted any other information, which established
that you have contacted for other than a commercial or cost savings
endeavor entered into by unrelated tax exempt organizations.

Do e e e T
You referred to PLR 92489026 in which you indicated the Internal Revenue
Service ruled that facilitating access to electronically stored data and
making more information available on-line ‘furthered its exempt educational
purpose of increasing the access of tha general public to information.
Their activities were substantially rejated to the exempt purpose of
advancing education. However, your act:ivities are providing cooperative
purchasing of telecommunications services’to unrclated members. Providing

discounted telecommunica;ions‘;;'nqg;an;Qduqatignqlﬂa;tivi;y._

L e A T
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You also indicated the for-profit entity in PLR 9249026 is like W@ and
does not adversely affect your organization’s claim to exempt status..

However, your relationship is unlike the relationship because your
Agreement allows a substantial private benef.it to ‘

-°

You referred to G.C.M. 32242 (1962) in whxch an orqanization formed by
several section 501(c) (3) organization for the, purpose of formulating and
administering education testing programs on their behalf. The court
concluded the organization did not qualify for exemption because it was
operating in rompetition with business from; which it realizes a substantial
part of its income. You are similar in .hat you may receive a substantial
part of your income from fees by contract with m

You referred to G.C.M. 38587, (1980) citing Revenua Rulinq 72-369, 1972-2
C.B 245, confirmed that an organization which carries on a trade or
business which would ordinarily be taxable’ does not satisfy the test for
exemption merely because it conducts its’ activities on behalf of other
exempt organization. You further indicated, where education is .
consolidated to achieve greater efficliency and ‘econony, the consolidation
does not cause the activity to become any less educational in character.
You have not shown how your consortium is specifically providing
educational activities for members. Your o:qanization is composed of
loosely related tax exempt organizations recel ‘ng services that are
commercial in nature. : o

You cited Rev. Rul 74-614, 1974-2 C.B. 164 o’inustzate cooperative
organizations performing exempt educational ‘activities qualify under
section %01l(c)(3). To qualify for exemption under section 501(c) (3) an
exempt organization must be organized and operated “exclusively" for
charitable, educational or religious purposes. The activities listed in
your application are the promotion; marketing. and.asaisting membars to
received discounted telecommunications aervices., You have not shown these
activities are an “insubstantial” part. ot the o:qanization s activities.

You referred to G.C.M’s 37935 (1979) and 38050 (1979), which indicate that
cooperative organizations performing exempt educational activities qualify
under sections 501(¢) (3)}). You have not shown that providing ’
telecommunications are an exempt educational activity or that all of your
members are performing exempt educational”activities.

You cited that you are similar to the organization described in Council for
Bibliographic and Information Technologies v 'Comm, 'supra because the
organization provides services for.the participating members for a nomiral 1
fee and are essential to education. However,.your- .members are not charged 1
fees, but enter into an agreement with a‘for-profit-'entity to recaive f
services. In Council, the organization'awlargestjamount ‘of support is from-
fees assessed for the use of services: 241 ere based on operating
costs. The Petitioner retained a portion of! th ‘;ume diacount for
equipment purchased through it. You.are similariin’that’your Feunding
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Members receive support from the program volume. Your participating
members receive services in a cOmmercial manner by contracting with Wiy
The fact that your services are solely for exempt organizations is not
sufficient to characterize your activities as charitable or education with
the meaning of section 501(c) (3) of the Code. 3‘

Based on these facts, you are not operated in a manner similar to the
organizations described in Council For Bibliographic and Information :
Technologies v Comm, Rev Ruls 74-614,.81-29, supra, because your activities
do not directly further your exempt purposes by providing an essential part
of education for related tax exempt educational: organizations, The
services are commercial in nature and represent a “substantial" part of
your activities, . . o

You are similar to the organizations descrlbed'in“BeVQ'Rul. 71-529 and
B.S.W. Group, Inc., supra, in that your pzimary activity is providing
commercial services for unrelated exempt organizations, an activity that is
not charitable, or educational o S

Section 502 of the Code was enacted to clarify that merely because profits
are paid over to an exempt parent or parents, 'such.an organization will not
qualify for exemption. Unless the commercial eervices being provided are
integral to the successful operation of an exempt’ organization and provided
only to the parent and its structurally related affiliates, recognition of
examption is precluded. To establish that an: orqenization can come within
this exception, a parent-subsidiary relationship or a similar
organizational connection must be found. Exempt ‘oxganizations are not
related merely because they engage in the same type of exempt activities.

A xw»qn.
It is clear from the information submittedethat‘there is no parent -
subsidiary or similar strong relationship botween all your Founding Members
or Participating Members. The relationship with your Founding Members and
Participating Members is merely a cooperative endeavor with each .
organization paying a membership fee.for services received. In addition,
the relationship between yourself and the non-establishirg organization you
receive services from is purely contractual. ‘The  Founding Members act as
an agent for the organization with #iJ8. You cite common membership in
other organizations as a basis for establishing a close tie between
members. However, common membership in other associations does not provide
the parent-subsidiary or similar relationship required to come within this
exception to section 502 of the Code.-”

Having concluded that you are operated for nonexempt commercial purposes
and that you do not limit your services. to a.tax-~exempt parent and its
affiliates, we further conclude that. you are elmilar to the organization
denied exemption in Rev., Rul. 693- 528, Like that organization, you are
engaged in a business that is not. exempt under section 501 (c) (3) of the
Code. Your activities are a trade or businese ordinarily carried on for
profit and would constitute unrelated trade or.business if carried on by
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any of the tax exempt organizatjions on whose behalf you operate.
Accordingly, section 502 precludes exemption;unde; section 501 (c) (3).

Your Agreement with g allows an impermissible private benefit under
section 501(c) (3). You have ceded effective control over your services to
regarding the @l process. You stated safeguardqhwexe built into the
W process to make sure that the private benefit requiremants of Code
section 501(c) (3) are satisfied by the evaluation committees nmade up of
representatives from the Founding Members:: ‘This oversight doas not ensure
that ‘I‘ will operate for a charitable-purpoae“orﬂremove’the fact that only
this for profit entity will conduct all your activities.. . Your relationship
with @ is similar to Redlands Surqical Services, v. Comm, supra. The
organization will have an independent economic interest 'and has no
obligation to put charitable purposes ahead of profit-making objectives.
As in Redlands, supra, your agreement doeslno§;§;9q§jany mutually agreed-

~+ upon charitable purposes or objective. -

In our teiephone conversation of SRV ,  your power of attorney
indicated the private benefit to & to be quantitatively incidental.
3ased on the above facts, you have not established the private benefit to
o be “insubstantial”. e

o
v

Lastly, an organization may establish exemption by providing services that
are essential to the operation of another exempt organization or group of
exempt organizations. Thus, in Chart Inc.,t'supra, and Council for .
Bibliographic and Information Technologiesfﬁsupraffgpgrtg determined that
the services being provided were unique and essential:to the daily
functioning of the member organizations and' qualified for exemption under
section 501(c)(3). In contrast, however, the court in Nonprofits' Inc.
Alliance, supra, determined that providing insurance at stable prices was
not essential to the day-to-day operation of 'the member exempt
organizations and did not advance the reason for which the member

‘organizations were recognized as exempt. - The ‘court concluded that
providing insurance to unrelated exempt organizations did not go to the
essence of running each of the member organizations nor constitute an
activity which would normally be performed by the member organizations.

: RTINS TTU0 EUA URI
Your organization does not directly p:ovide,;arviégs, but indirectly

provides services through a commercial management or bidding company, m.

You have not established that these services are unique and essential to
the operations of your members. . WQ'cqnclhdéﬂphat the services you provide

are similar to those provided by Nonprofits'“Inc.: Alliance, supra. They
are not unique and essential to the day-to-day. cperation of your members
and do not advance the reason for which any of your members ara recognized

- @S exempt but are commercial in nature: B E

You do not meet the requirements df?#éétié 9119)13) thce;your activities
are not exclusively. charitable, religiou or education. ' Your activities

are similar to -cooperative pu:chasingﬁggg§§§ggq;gn§:ﬁpBased on the
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information submitted we conclnde that you do not qualify for recognition
of exemption under section 501 (c) (3) because more than an insubstant.al
part of your activities do not a further charitable or educational
purposes. Your activities constituté trade or business that would be
unrelated trade or business if performed by any one of your members for the
others and preclude exemptxon by virtue of eection 502. ’
Consideration was given to whether you qualify tor exemption under other
subsections of section 501(c) of the Code. ' Howover, we havo concluded that
you do not qualify under another subsection. L :

As your organization has not established exemption from Federal income tax,
it will be necessary for you to file an. annual lncome tax return on Form
1041 if you are a Trust, or Form 1120 it you are e corporation or an
unincerporated association. , "-nA- :

Contributions to you are not deduotible under aection 170 of the Code.

If yc are in agreement with our proposed denial, please sign and return
ofe copy of the enclosed Form 6018, Consentfto Proposed Adverse Action

You have the right to protest this proposedadetermination if you believe it
is incorrect. To protest, you should submit: alwritten appeal giving the
facts, law and other information to support: your position as explained in
the enclosed Publication 892, “Exempt Organizations’ Appeal : Procedures for
Unagreed Issues.” The appeal must be submitted: within 30" days from the
date of this letter and must be signed by‘one ogqyour principal officers.
You may request a hearing with a membex: -3 & tho”otfice of . the Regional
Director of App2als when you file your appeal; ;If a hearing is requested,
you will be ccntacted to arrange a dato fon«ij :The hearing nmay be held at
the Regionai Office or, if you request,-at? any mutually convenient District
Office. 1If you are to be represented by semeone.who is not one of your
principal officers, he or she must file’ a propex. powet ‘of attorney and
otherwise qualify under our Conference and’ Practice Requirements as set
forth in Section 601.502 of the Statemen"of Ptocodural Rules. See Treasury
Department Circular No. 230. ‘

If you do not protest this proposed dete:mination in a timely manner, it
will be considered by the Internal Revenus’ Sarvice as a failure to exhaust
available administrative remedies. Secoion 7428(b) (2) of the Internal
Revenue Code provides, in part, . thats: .
. . i . :?“L.t.‘ i
A declaratory Judgement or decree: nder this section shall not
be issued in any proceeding unless: the Tax.. .Court, . the Claims
Court, or the district court'of tne United ‘States: for the
District of Columbia determines: that the® organization involved
has exhausted administrative iremedi ‘evailabl"to it withln the
Internal Revenue. Seryice, L




If we do not hear from you witKln the time-apecified, :this will become our
final determination. In-that event,. appropriate s;ate,ofticiala ‘will be
notified of this action in accordancq1 ith;thempxgv;slons of’section

6104 (c) of the Code. W ) S

‘g':
,4

Dt quanizations

Enclosures:
Publication 892
Form 6018



